It is a pleasure to be back at this event. In keeping with the title of this session, "macroprudential tools: gathering evidence", I will say something about the evidence, but I will also offer some broader reflections on the limits of macroprudential tools and their relationship with monetary policy.
A key aim of macroprudential policy is to moderate the procyclicality of the financial system and it does so by influencing the financial intermediation process; it operates on the assets, liabilities and leverage of intermediaries (Graph 1). In this respect, macroprudential policy and monetary policy share some similarities.
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For instance, both policies affect the demand for credit by reallocating spending over time, by either postponing spending (ie by inducing consumers and firms to borrow less) or bringing forward spending (ie by inducing them to borrow more). Both policies affect the supply of credit by influencing the leverage decision of the intermediary, and both influence the funding cost of the intermediary.
However, there are two important differences between monetary policy and macroprudential policy.
The first difference is that macroprudential policy is aimed at specific sectors or practices. In some respects, macroprudential policy harks back to the directed credit policies used by many advanced economies up to the 1970s, although these were used to channel credit to favoured sectors, as well as to constrain credit. The name is different, but the policies are similar. In many cases, it is old wine in new bottles. In contrast, monetary policy influences risk-taking more broadly, both within the domestic financial system but also across borders, and is harder to circumvent. On the other hand, the broader impact of monetary policy cuts both ways; domestic monetary policy is constrained by global conditions. This is the second difference between monetary policy and macroprudential policy. In tomorrow morning's session on the international monetary system, my BIS colleague Jaime Caruana will expand on this point. In a nutshell, the point is this. Currencies are global, but monetary policy is territorial; or rather, the mandated domain of monetary policy is territorial.
A relevant and currently topical question is whether floating exchange rates are sufficient to insulate an open economy from global financial conditions. Hélène Rey's recent work has shed light on this question, and the initial evidence suggests that the answer is "no".
In any event, actions speak louder than words, and judging from monetary policy actions actually pursued by central banks, the evidence is that central banks believe the answer to be no. The red line in Graph 2 plots the average realised policy rate while the blue line plots the mean Taylor rule path, with the grey band showing the upper and lower bounds depending on the particular version of the Taylor rule. The large gap between the red and blue lines suggests that these countries felt constrained to follow the monetary stance of the major central banks due to concerns about the exchange rate.
It is in this context -when external conditions constrain monetary policy -that macroprudential policy comes into its own. For the banking sector, policies aimed at constraining non-core liabilities may be one way to dampen procyclicality and lean against systemic risk.
Are monetary policy and macroprudential policy effective only when they tighten at the same time, or it is possible to tighten one but loosen the other? In other words, must the two policies pull in the same direction (be used as complements), or can they pull in opposite directions (be used as substitutes)?
Some recent discussions of macroprudential policies treat the two as being substitutes; monetary policy is loosened and macroprudential policy is invoked to deal with the financial stability implications of looser monetary policy. However, when they pull in opposite directions, households and firms are being told simultaneously to borrow more and borrow less. There is some tension between the two sets of policies, to say the least. Having said all this, we should be mindful of the limits to what can be achieved through macroprudential policy. Most macroprudential tools are aimed at the banking sector, especially the regulated banking sector. Their design is influenced by the experience of past crises. Watchwords are credit growth, leverage, maturity mismatch, complexity and "too big to fail". While these factors are still relevant, it does not follow that all future bouts of financial disruption must follow the same mechanism as in the past.
The changing patterns of financial intermediation mean that we need to revise constantly our understanding of the relevant players in the financial system. Long-term investors have become increasingly important in recent years. Some of them are reaching for yield, but many long-term investors are chasing disappearing yield in their attempt to hedge duration, as government bond yields have plunged in recent weeks. The German 10-year sovereign yield is 13 basis points this morning. The German 30-year rate is down to 53 basis points. The Swiss 10-year rate is actually negative, at -14 basis points.
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Graph 3 plots the duration gap for European insurers, and illustrates how insurance company liabilities tend to have longer duration than their assets. The gap is largest for German insurers.
Given the duration mismatch, the duration of liabilities runs away from investors faster than the increased duration of assets as long-term yields fall. Investors who wish to match duration may need to chase long-dated bonds, pushing down their yields further. Like a dog chasing its tail, bidding up the price of long-dated bonds may succeed only in extending liabilities duration further.
The recent plunge in long-dated yields should give us pause for thought. The greater risktaking involved in chasing disappearing yield has pushed term premiums deep into negative territory. But other measures of risk premium -such as high-yield bond spreads or equity volatility premium -are sending mixed messages.
What if the deeply negative term premium is not just a sign of exuberance? What if it is also a sign of distress, of buyers forced into adding positions? We are reminded of the title of the Stevie Smith poem: "Not Waving, but Drowning". These questions are worth asking, as the amplification forces that are driving long rates lower could just as well work in reverse, leading to sharply higher rates when eventually yields start to rise again. The further term premiums fall into negative territory, the sharper will be the snap-back when they reverse their decline.
Few of these forces are amenable to the macroprudential policies that have been deployed so far. All this goes to show that macroprudential policy is more than a specific toolkit. It is about a perspective, or a frame of mind.
